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agencies that are in addition to the au-
dits made pursuant to this rule; so that
the additional audits build upon such
audits.

(7) Oversee the resolution of audit
findings that affect the programs of
more than one agency.

§ 12.22 Illegal acts or irregularities.

If the auditor becomes aware of ille-
gal acts or other irregularities, prompt
notice shall be given to recipient man-
agement officials above the level of in-
volvement. (See also § 12.23(a)(3) of this
part for the auditor’s reporting respon-
sibilities.) The recipient, in turn, shall
promptly notify the cognizant agency
of the illegal acts or irregularities and
of proposed and actual actions, if any.
Illegal acts and irregularities include
such matters as conflicts of interest,
falsification of records or reports, and
misappropriations of funds or other as-
sets.

§ 12.23 Audit reports.

Audit reports must be prepared at
the completion of the audit. Reports
serve many needs of State and local
governments as well as meeting the re-
quirements of the Single Audit Act.

(a) The audit report shall state that
the audit was made in accordance with
the provisions of OMB Circular A–128.
The report shall be made up of at least:

(1) The auditor’s report on financial
statements and on a schedule of Fed-
eral assistance; the financial state-
ments; and a schedule of Federal as-
sistance, showing the total expendi-
tures for each Federal assistance pro-
gram as identified in the Catalog of
Federal Domestic Assistance. Federal
programs or grants that have not been
assigned a catalog number shall be
identified under the caption ‘‘other
Federal assistance.’’

(2) The auditor’s report on the study
and evaluation of internal control sys-
tems must identify the organization’s
significant internal accounting con-
trols, and those controls designed to
provide reasonable assurance that Fed-
eral programs are being managed in
compliance with laws and regulations.
It must also identify the controls that
were evaluated, the controls that were
not evaluated, and the material weak-

nesses identified as a result of the eval-
uation.

(3) The auditor’s report on compli-
ance containing:

A statement of positive assurance with re-
spect to those items tested for compli-
ance, including compliance with law and
regulations pertaining to financial re-
ports and claims for advances and reim-
bursements.

Negative assurance on those items not
tested;

Summary of all instances of noncompli-
ance; and

An identification of total amounts ques-
tioned, if any, for each Federal assist-
ance award, as a result of noncompli-
ance.

(b) The three parts of the audit re-
port may be bound into a single report,
or presented at the same time as sepa-
rate documents.

(c) All fraud, abuse, or illegal acts or
indications of such acts, including all
questioned costs found as the result of
these acts of which the auditors be-
come aware, should normally be cov-
ered in a separate written report sub-
mitted in accordance with paragraph
(f) of this section.

(d) In addition to the audit report,
the recipient shall provide comments
on the findings and recommendations
in the report, including a plan for cor-
rective action taken or planned and
comments on the status of corrective
action taken on prior findings. If cor-
rective action is not necessary, a state-
ment describing the reason it is not
should accompany the audit report.

(e) The reports shall be made avail-
able by the State or local government
for public inspection within 30 days
after the completion of the audit.

(f) In accordance with generally ac-
cepted government audit standards, re-
ports shall be submitted by the auditor
to the organization audited and to
those requiring or arranging for the
audit. In addition, the recipient shall
submit copies of the reports to each
Federal department or agency that
provided Federal assistance funds to
the recipient. Subrecipients shall sub-
mit copies to the recipients that pro-
vided them Federal assistance funds.
The reports shall be sent within 30 days
after the completion of the audit, but
no later than one year after the end of
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the audit period unless a longer period
is agreed to with the cognizant agency.

(g) Recipients of more than $100,000
in Federal funds shall submit one copy
of the audit report within 30 days after
issuance to a central clearinghouse to
be designated by the Office of Manage-
ment and Budget. The clearinghouse
will keep completed audits on file and
follow up with State and local govern-
ments that have not submitted re-
quired audit reports.

(h) Recipients shall keep audit re-
ports on file for three years from their
issuance.

§ 12.24 Audit resolution.
As provided in § 12.21, the cognizant

agency shall be responsible for mon-
itoring the resolution of audit findings
that affect the programs of more than
one Federal agency. Resolution of find-
ings that relate to the programs of a
single Federal agency will be the re-
sponsibility of the recipient and that
agency. Alternate arrangements may
be made on a case-by-case basis by
agreement among the agencies con-
cerned. Resolution shall be made with-
in six months after receipt of the re-
port by the Federal departments and
agencies. Corrective action should pro-
ceed as rapidly as possible.

§ 12.25 Audit workpapers and reports.
Workpapers and reports shall be re-

tained for minimum of three years
from the date of the audit report, un-
less the auditor is notified in writing
by the cognizant agency to extend the
retention period. Audit workpapers
shall be made available upon request to
the cognizant agency or its designee or
the General Accounting Office, at the
completion of the audit.

§ 12.26 Audit costs.
The cost of audits made in accord-

ance with the provisions of this Cir-
cular are allowable charges to Federal
assistance programs.

(a) The charges may be considered a
direct cost or an allocated indirect
cost, determined in accordance with
the provision of Circular A–87, ‘‘Cost
principles for State and local govern-
ments.’’

(b) Generally, costs charged to Fed-
eral assistance programs for a single

audit shall be consistent with the pro-
portion of Federal funds to total funds
expended by the recipient. These costs
may be exceeded, however, if appro-
priate documentation demonstrates
higher actual costs.

(c) The cost charged to any one pro-
gram shall be reasonably proportionate
to the cost of the audit effort devoted
to that program.

§ 12.27 Sanctions.
The Single Audit Act provides that

no cost may be charged to Federal as-
sistance programs for audits required
by the Act that are not made in ac-
cordance with OMB Circular A–128. In
cases of continued inability or unwill-
ingness to have a proper audit, the De-
partment of the Interior will consider
other appropriate sanctions including:

Withholding a percentage of assistance
payments until the audit is satisfactorily
completed,

Withholding or disallowing overhead costs,
and

Suspending the Federal assistance agree-
ment until the audit is made.

§ 12.28 Auditor selection.
In arranging for audit services, State

and local governments shall follow the
procurement standards prescribed by
Attachment O of Circular A–102, ‘‘Uni-
form requirements for grants to State
and local governments.’’ The standards
provide that while recipients are en-
couraged to enter into
intergovermental agreements for audit
and other services, analysis should be
made to determine whether it would be
more economical to purchase the serv-
ices from private firms. In instances
where use of such intergovernmental
agreements are required by State stat-
utes (e.g., audit services) these statutes
will take precedence.

§ 12.29 Small and minority audit firms.
Small audit firms and audit firms

owned and controlled by socially and
economically disadvantaged individ-
uals shall have the maximum prac-
ticable opportunity to participate in
contracts awarded to fulfill the re-
quirements of this rule. Recipients of
Federal assistance provided by this De-
partment shall take the following steps
to further this goal:
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